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HALLMAC MINES LTD. (N.P.L.) 


Report to the Shareholders 


During the past year the market price for silver and most base metals was severely depressed. In the 
past, your company’s main asset was the previously producing silver mine at Sandon, British Columbia. 
Operations at the mine are presently suspended due to low prices for silver, lead and zinc. The Company is 
carrying a total mineral inventory for the mine of 246,000 oz. of silver, 880 tons of lead and 213 tons of zinc 
which includes stock piled high grade and ore in place. 


In 1985, options on leases that have been evaluated by drilling and trenching, and that were determin- 
ed to be of less than economic value were dropped. Two leases adjoining the Company’s claims may have 
value and are currently under negotiation. Should the Company be successful in acquiring these leases, 
geophysical works and possibly some drifting may be undertaken. It is your management’s opinion that 
the mine could be profitably re-opened should silver trade at $10.00 U.S. funds per oz. 


Your attention is directed to the enclosed information circular. Your Board of Directors is soliciting 
shareholder approval of the following measures: 


1) To consolidate the authorized and issued and outstanding Common Shares in the 
capital of the Company on a one for three basis and increase the number of Common 
Shares the Company is authorized to issue to 20,000,000 Common Shares. At present 
there are 6,292,556 Common Shares issued and outstanding. After consolidating 
there will be 2,097,519 Common Shares issued and outstanding. 


2) A change of name from Hallmac Mines Ltd. (N.P.L.) to Royal Oak Resources Ltd. 


3) To issue Convertible Preferred Shares of the Company to Commercial Oil and Gas 
Ltd. in exchange for Canadian gas and oil properties of a value of $2,110,000 dis- 
counted to present worth at 20%. The net revenues from the properties will approx- 
imate $200,000 per annum. 


Full details of the above and other measures are fully explained in the information circular. 


The Company plans an issue of common shares from Treasury in 1986 and intends to use the proceeds 
to conduct an active mining exploration program in Canada. 


Mr. W.M. Wheeler, who was responsible for Hallmac’s original exploration and production and was the 
long time President, died in March, 1985. His optimism, vision and enthusiasm are missed at the mine and 
the Company Board Meetings. Mr. George W. Oughtred has returned to the Company’s Board of Direc- 
tors, replacing Mr. Wheeler. 


Financial 


At the recommendation of our auditors, and with the agreement of the board, the Company has taken a 
further write down of its assets. This places a value on the Company more in line with the current prices of 
silver and puts the Company on a solid basis in preparation for future growth. 


On behalf of the Board of Directors 


ROP LA Qauid tA 


R.B. Fraleigh D.H. McDermid 


HALLMAC MINES LTD. (N.P.L.) 


Auditor’s Report 


To the Shareholders of 
Hallmac Mines Limited (N.P.L.) 


We have examined the consolidated balance sheet of Hallmac Mines Limited (N.P.L.) 
as at June 30, 1985 and the consolidated statements of earnings and deficit and changes 
in financial position for the year then ended. Our examination was made in accordance 
with generally accepted auditing standards, and accordingly included such tests and 
other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial 
position of the company as at June 30, 1985 and the results of its operations and the 
changes in its financial position for the year then ended in accordance with generally ac- 
cepted accounting principles applied on a basis consistent with that of the preceding year. 


Rene PZ eeeeeee 
Calgary, Canada Thorne Riddell 
September 20, 1985 Chartered Accountants 


HALLMAC MINES LTD. (N.PLL.) 


(Incorporated under the laws of British Columbia) 


Consolidated Balance Sheet as at June 30, 1985 


ASSETS 


CURRENT ASSETS 
Rene re CeO Mame Ey mm a Mou mR ri fel SRA BAER ie eesdyy th 


RECEIVABLE FROM OFFICER (note 4) ..................... 
PROPERTY AND EQUIPMENT (note3) ..................... 


LIABILITIES 


CURRENT LIABILITIES 
Accounts payable and accrued liabilities ..................... 
Advances on account of share subscriptions................... 


SHAREHOLDERS’ EQUITY 


CAPITA STOCK (notes) seve oun as aba! nee 
Dy Pa PEPSI ee ue Ne a 
DOSE RA emer cee meee ec mMebe Lo in io laistent ela Ko sale wiht ed ef 


FUTURE OPERATIONS (note 2) 


Approved by the Board 


ROA Director 
Cae Sacanh Director 


$ 1,087 


700,467 
$ 706,690 


$ 24,770 


24,770 


2,286,251 
888,380 
(2,492,711) 
681,920 

$ 706,690 


1984 


$ 83,696 
94,604 
46,962 
225,262 
198,000 
1,206,440 

$ 1,629,702 


$ 43,753 
46,962 
90,715 


2,208,681 
963,950 
(1,683,644) 
1,538,987 

$ 1,629,702 


HALLMAC MINES LTD. (N.P.L.) 


Consolidated Statement of Earnings and Deficit 


Year Ended June 30, 1985 


1985 
REVENUE 
Mineral sales :s 22 See EE cee Ciera ena ha ee ees $ — 
Petroleum and natural gas sales ...................000- 2000 6,063 
Trterest? (5S ie ee a Ree ray ae tae 3,085 
Gain on sale of property and equipment ...................... Ak ergs 
9,148 
EXPENSES 
Mine operating 6nd 08 ee Oa a mee ee 7,519 
Petroleum and natural gas operating ........................ 1,161 
General and administrative: 6... (0) fo) ed ee 57,708 
Interest 3262 S5 ee ee a ca ct ck ts Ue eae — 
Depletion and depreciation .................. 2.000 e eee eee 1,827 
Write-down of mineral leases and 
rights (notes) )! yee es ee eo rae ere teeta 750,000 
Write-down of petroleum and natural gas 
leases and rights 0) ili iee SLE ae ieee Os ta, ee ea = 
818,215 
LOSS BEFORE TAXES yop Deeg ies oe eh Nunes rar oe ___ (809,067) 
TAXES 
British Columbia capital tax: 5). ic co is Se. Pe eee _ 
Deferred income tax reduction ..................0 00000 ee — 
LOSS oe ee ee Sel OR RI AIS aE Le, See ee ea (809,067) 
DEFICIT AT BEGINNING OF YEAR «5 22004. 6 oe (1,683,644) 
DEFICIT ATEND OF YEAR G2) renee tenet ee ei ae $ (2,492,711) 
LOSS: PER SHARE lh 209 Ai as Osea he nr eee $ (.14) 


1984 


$ 266,856 
10,793 
16,751 


4,583 


298,983 


169,733 
begs 
86,710 
7,072 
88,605 


1,500,000 


118,948 
1,979,287 


(1,680,304) 


3,807 
(10,500) 
(6,693) 
(1,673,611) 
(10,033) 
$(1,683,644) 
$ (.30) 


HALLMAC MINES LTD. (N.PL,) 


Consolidated Statement of Changes in Financial Position 
Year Ended June 30, 1985 


1985 1984 
WORKING CAPITAL DERIVED FROM 
DRPEINACS ee Oe ow RL a mR ML neg iae EE ke An Oil eat $ _ $ 18,859 
Issue of capital stock 
Soy eS) hoc), CASES UAL CASI WW Opi OSU Whe CM Gar Oe A — 274,134 
For expenditures on property andequipment ................ 150,000 987,811 
Proceeds on sale of property and equipment................... a 103,300 
150,000 1,384,104 
WORKING CAPITAL APPLIED TO 
ES yn eee Ou el Vinci h onthe Bw even ane eel ek: 57,240 — 
Additions to property and equipment........................ 245,854 1,189,143 
303,094 1,189,143 
INCREASE (DECREASE) WORKING CAPITAL POSITION .... (153,094) 194,961 
WORKING CAPITAL (DEFICIENCY) AT 
Pee DINGO YHAR hos ga 2 aie ibe'e bas Pie 134,547 (60,414) 


WORKING CAPITAL (DEFICIENCY) AT 
SEG CNC GAO rh gk ibe Wee glee Se Se ale a Ob ile be oe) a aces $ (18,547) $ 134,547 


HALLMAC MINES LTD. (N.P.L,) 


Notes to Consolidated Financial Statements 
Year Ended June 30, 1985 


1. ACCOUNTING POLICIES (see note 2) 
(a) Consolidation 


These consolidated financial statements include the accounts of Hallmac Mines Limited (N.P.L.) 
and its wholly-owned subsidiary, Hallmac Mines Inc. 


(b) Mineral Properties and Mining Operations 


Expenditures relating to the acquisition, exploration and development of mineral properties are 
capitalized by area of interest. Upon commencement of commercial production, capitalized costs 
related to an area of interest are amortized on the unit of production method. When the Company has 
no further interest in a non-producing area or if exploration is unsuccessful and discontinued in a cost 
centre, the balance of unamortized costs will be charged to earnings (see note 3). 


Revenue from producing projects is reflected in earnings when ore is shipped to the smelter. 


(c) Petroleum and Natural Gas Operations 


The Company follows the full cost method of accounting for petroleum and natural gas opera- 
tions whereby all costs of exploration for and development of petroleum and natural gas reserves are 
capitalized. Costs include land acquisition costs, geological and geophysical costs, carrying charges on 
non-producing properties, costs of drilling both productive and non-productive wells and related 
overhead expenses. Such costs, net of proceeds from minor disposals of property, are accumulated and 
depleted on a country by country basis using the unit of production method based on estimated proven 
recoverable reserves. Capitalized costs, net of accumulated depletion and depreciation, are limited to 
future net revenues from estimated production of proved reserves at current prices and costs, plus the 
lower cost or estimated fair value of unproved property. 


Gains or losses are recognized upon the sale or disposition of properties when the petroleum and 
natural gas reserves of those properties are significant in relation to the Company’s total reserves in 
the particular cost centre. 


All the Company’s petroleum and natural gas exploration, development and production ac- 
tivities are conducted jointly with others. These financial statements reflect only the Company’s pro- 
portionate interest in such activities. 


(d) Depreciation 


Depreciation is provided on production equipment and related facilities using the unit of produc- 
tion method based on estimated proven recoverable reserves. Other equipment is depreciated on a 
declining balance basis at annual rates of 20% and 30%. 


(e) Foreign Currency Translation 


The Company uses the temporal method in the translation of its accounts into Canadian dollars. 
Under the temporal method, monetary items are translated at the rates of exchange in effect at the 
balance sheet date and non-monetary items are translated at the rates of exchange in effect when the © 
assets were acquired or the liabilities incurred. Revenue and expenses, other than depletion and 
depreciation which are translated at the same rates of exchange as the related assets, are translated at 
the average rates of exchange in effect during the year. The resulting foreign exchange gains or losses 
are relected in earnings except for unrealized gains or losses related to monetary items with a fixed or 
ascertainable life extending beyond the end of the fiscal year. Such unrealized gains or losses are defer- 
red and amortized over the remaining term of the related monetary item. 


HALLMAC MINES LTD. (N.P.L.,) 


Notes to Consolidated Financial Statements (Continued) 
Year Ended June 30, 1985 


2. FUTURE OPERATIONS 


The Company has incurred operating losses during the year and has a deficit as at June 30, 1985. 
The future of the Company will depend upon its ability to obtain adequate financing and attain pro- 
fitable operations (see note 3). These financial statements are prepared on the basis that the Company 
will continue to operate as a going concern throughout its next fiscal period subsequent to June 30, 
1985. Failure to continue as a going concern would require that stated amounts of assets and liabilities 
be reflected on a liquidation basis which could differ from the going concern basis. 


3. PROPERTY AND EQUIPMENT 


PUPS DL eG on) abMOOnr LON iiia ss euven ble bomerh | 
Accumulated 
Depletion 
and 
Cost Depreciation Net Net 


Mineral leases and rights including exploration, 

development and equipment thereon ........... $ 926,295 $ 244,892 $ 681,403 $ 1,189,764 
Petroleum and natural gas leases and rights 

including exploration, development and 


eemipment thereon oe es 20,021 6,491 13,530 10,000 
Ee Ug Saat alls See Aria SE LAD a 6,503 2,111 4,392 5,201 
Automotive equipment......................-. 5,350 4,208 1,142 1,475 


$ 958,169 $ 257,702 $ 700,467 $ 1,206,440 


In 1981, the Company commenced mineral production from delineated reserves on one of its pro- 
perties and concurrently began amortizing the capitalized expenditures related to the property. In the 
year ended June 30, 1984, production from the delineated reserves was discontinued as the Company 
was commencing a further assessment of economically recoverable reserves. Concurrent therewith the 
company wrote down recorded costs by $1,500,000. In the year ended June 30, 1985, a further write- 
down of $750,000 was made to reflect management’s assessment of the economically recoverable 
reserves. 


HALLMAC MINES LTD. (N.P.L.) 


Notes to Consolidated Financial Statements (Continued) 


Year Ended June 30, 1985 


4. CAPITAL STOCK 
(a) Authorized 
10,000,000 Common shares with a par value of $0.05 each. 


(bo) Issued 
Number of Capital Contributed 
Shares Stock Surplus 
Balance June 30; 1988 3) ode is ea en $4,744,255 $1,572,114$ 388,572 
Issued and to be issued for expenditures on 
property and equipment i346 on a 863,134 431,567 556, 244 
Issued for cash through public offering .......~.............. 500,000 250,000 18,534 
Issued for cash pursuant to employee stock options ............ 10,000 5,000 600 
1,373,134 686,567 575,378 
Balance June 30, 198403 icy eae Si yee hee et oe 6,117,389 2,258,681 963,950 
Issued for expenditures on property andequipment ............ 375,000 150,000 _ 
Cancellation of shares forfeited under share purchase plan....... (330,000) (122,430) (75,570) 
45,000 27,570 (75,570) 
Balance June 30,1985) 020 ee eee ey Pitre eek eee $6,162,389 $2,286,251 $ 888,380 


During the year the note receivable from an officer in the amount of $198,000 was settled 


through cancellation of shares surrendered under a share purchase plan. 


5. INCOME TAXES 


As at June 30, 1985, property and equipment costs of $461,222 (1984 - $758,058) relate to expen- 
ditures made in accordance with certain provisions of the Income Tax Act (Canada) under which such 
expenditures are not deductible by the Company for income tax purposes. 


6. SEGMENTED INFORMATION 


The Company is primarily engaged in one industry, mining exploration, development and pro- 


duction in Canada. 


7. STATUTORY INFORMATION 


During the year ended June 30, 1985 directors and officers of the Company were paid manage- 


ment and consulting fees amounting to $28,000 (1984 - $80,500). 


